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AUSTRIAN KEY ECONOMIC INDICATORS 


Unless otherwise indicated, all values are in billions of Austrian schillings (AS) and millions 
of US dollars. 


1981 1982 1982 


% Change 1983 
(AS bill.) (AS bill.) ($ mill.) 1982 vs. (AS bill.) 
Exchange Rate: US$ 1.00 = AS 15.92 AS 17.06 AS 17.06 19818/ AS17.96 


INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 1,058.9 1,361 51 66,887 1,207.7 
GDP at Constant (1976) Prices 818.9 828.0 48,535 843.7 
Per Capita GDP (Current Prices) >/ 141,030 151,820 8,899 159,920 
Plant & Equipment Investment(Current 
Prices) 264.6 263.0 15,416 266.9 

Net Mass Income ¢/ 558.1 590.4 34,607 620.9 
Indices: 

Industrial Production (1981=100) 100.0 99.2 99,2 99.7 

Avg Labor Productivity(1981=100) 100.0 103.2 103.2 108.1 

Avg Industrial Wages (1956=100) 824.5 881.8 881.8 928.1 
Labor Force (1000s) 2,868 2,871 2,871 . 2,863 
Avg. Unemployment Rate (%) 2.4 i 3.7 4.5 


MONEY AND PRICES 
Money Supply (M1)9/ 10,668 
Interest Rates 
(Central Bank) (%)&/ “ 4 4,75 
Indices: 
Wholesale Prices (1976=100) 1822 
Consumer Prices (1976=100) 135.7 


BALANCE OF PAYMENTS AND TRADE 
Gold & —— Exchange 
Reserves & 7,491 
External Federal Debt 94.6 6,351 
Annual External Debt Service Siz ‘ 657 
Balance of Payments 
(Basic Balance) - 142 
Current Account ae 465 
Balance of Trade f = -3,610 
Exports, FOB g/ 25 : 15,655 
U.S. Share . 460 
Imports, CIF 8/ 335, 19,483 
U.S. Share 13. e 732 


° 
° 
. 
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MAIN IMPORTS FROM THE U.S. IN 1982: ($ million) 

Office machines, EDP equipment and accessories (102.3); non-electrical machinery, excluding 
business machines (82.1); mineral fuels, mineral oils, and distillates, bituminous substances 
(82.1); vehicles, including airplanes and boats (69.7); electrical machinery and equipment 


(45.9); pharmaceuticals (42.8); chemicals (25.2); paper-making materials (19.9); laboratory 
instruments (17.6); plastic materials (17.2). 


NOTES: 

a/ Changes based on unrounded schilling rather than converted dollar figures; 

b/ De facto schilling, respectively dollar figures; c/ Income of dependently employed persons 
plus transfer payments, after taxes, excludes self-employed income; d/ Year-end figures; e/ 
until August 30, 1982: 6.75%; since August 31, 1982: 6.25%; since October 22, 1982: 5.75%} since 


December 3, 1982: 4,75%; since March 18, 1983: 3.75%; £/ Includes transit traffic; g/ Not 
including transit traffic. 





SUMMARY 


Despite deficit spending and demand-stimulating measures, Austria has been 
unable to stave off effects of the international economic recession. After 
stagnating in 1981, real GDP grew only modestly in both 1982 and 1983, In 
the latter year, favorable export performance and a high level of private 
consumption offset another decline in gross asset formation. Industrial 
production nearly stagnated in 1983 and unemployment rose to 4.5 percent 
from 3.7 percent in 1982, Other aspects of Austria's economic performance 
have been more satisfactory. The inflation rate slowed to 3.3 percent in 
1983, The current account showed the first surplus in over a decade for 
1982 and a negligible deficit in 1983, Interest rates generally declined 
last year while monetary policy followed an expansive course, GDP could 
expand between 2.0 and 3.0 percent in 1984 if gross asset formation and 
exports - following the international economic revival - develop as 
expected, while no stimulus is expected to come from private consumption. 


This growth is likely to be insufficient, however, to keep unemployment from 
_ Tising further. 


The 1983 net federal deficit of AS 65.6 billion (5.4 percent of GDP) was 36 
percent higher than budgeted, which expanded the federal debt by 21.8 
percent to AS 416.2 billion (34.5 percent of GDP). The 1984 budget reflects 
the new Government's efforts to stabilize the deficit and to curb the growth 
of the federal debt. Nevertheless, the federal debt will rise by 15,0 
percent to AS 476.2 billion, and the economy will experience only moderate 
growth, with higher unemployment and accelerating inflation. 


The United States' usual large trade surplus with Austria diminished in 
1983, American exporters will continue to find Austria a worthwhile market, 
but they will need to intensify efforts to retain the modest U.S. share of 
the Austrian market. American firms contemplating an investment in Europe 
should consider Austria, in view of the country's stable political-economic 
climate, low inflation rate and strong currency. Moreover, the Austrian 
Government is receptive to foreign investment and has provided assistance to 
projects which further the Government's employment and restructuring 
policies. 


PART A — CURRENT ECONOMIC SITUATION AND TRENDS 


GOVERNMENT TAKES CORRECTIVE MEASURES 


The new Austrian Government, a coalition between the Socialists and the 
small, liberal Freedom Party, remains committed to sustaining the highest 
possible level of employment. This goal, however, may conflict with efforts 
to curb the budget deficit growth. After years of modest deficit spending, 
the full effects of the world economic recession took hold in 1983, causing 
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the budget deficit to explode. In order to safeguard the country's hard 
currency policy and its capacity to borrow on foreign financial markets, the 
new Government was constrained to introduce various fiscal and economic 
measures to stabilize the budget deficit. These measures, which became 
effective January 1, 1984, comprise reductions of various budget 
expenditures for social programs, the introduction of a 7.5 percent tax on 
interest income, an increase in value added tax rates, increases in various 
other taxes (including the motor-vehicle tax and the road tax for trucks) as 
well as higher: obligatory contributions for unemployment insurance. 


Financial support to the ailing nationalized industry will be devoted to 
modernization and restructuring efforts to regain profitability. Other 
measures include the establishment of an innovation agency, promotion of 
investments, incentives for housing construction, and an export expansion 
program. Steps were also taken to strengthen the capitalization of Austrian 
business, e.g. reduction of the capital taxes on businesses, and reduction 
of the tax on business property. While the tax increases take effect 
immediately, the stimulative measures will have only a medium-term effect. 
The government program, therefore, is expected to lower economic growth by 
one percent and result in higher unemployment and inflation than would 
otherwise be the case in 1984, 


GROSS DOMESTIC PRODUCT: LOW GROWTH IN 1983 AND 1984 


After real GDP stagnation in 1981, the Austrian economy in 1982, under the 
pressure of the international recession, achieved a modest growth rate of 
1.1 percent, though better than the European OECD average of 0.4 percent. 
The economy continued to lack momentum in the first half of 1983, but due to 


some improvement in the second half of the year, real growth of 1.9 percent 
was achieved. The 1983 growth was led by private consumption, stimulated by 
expectations of higher value added tax rates in 1984, which more than offset 
the flat export performance and the decline in gross asset formation. 
Somewhat better performance is to be expected for 1984, 


Despite the economic upturn in the international economic situation, 
particularly in the United States and the Federal Republic of Germany, early 
forecasts for 1984 expected flat GDP growth as low as 0.5 percent in real 
terms. In view of the better-than-expected economic performance in early 
1984, some recent forecasts indicate that real GDP growth of 2.5 percent may 
be possible in 1984, Without the Government's austerity program, growth 
would have been about one percent higher, However, the Government accepted 
the outlook for lower growth as the price for regaining limited scope for 
autonomous stimulative measures - a scope lost because of increasing budget 
deficits and mounting government debt. There also seems to be a broad 
consensus of opinion that future economic policies will have to be based on 
rather low GDP growth. Therefore, an early return to the favorable growth 
rates of the last two decades does not seem likely in the near term. 
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FOREIGN TRADE: EXPORTS TO GROW FASTER THAN IMPORTS 


EXPORTS - Because of Austria's heavy reliance on foreign trade, especially 
with Europe, commodity export performance is central to the country's 
economic well-being. Export growth leveled off in the second half of 1982 
and was followed by stagnation in early 1983. However, exports picked up 
again during the second quarter of 1983, reaching a growth rate of 7.6 
percent in the third quarter compared to the same period of 1982, For all 
of 1983, Austrian exports grew 3.8 percent to AS 277.1 billion; due to 
unchanged export prices this was equal to a real growth of 3.8 percent - a 
relatively good performance in view of stagnating world trade. Austria's 
ability to increase exports was due to price competitiveness reflecting 
favorable domestic labor costs and appreciation of the dollar. The modest 
international recovery expected for 1984 should lead to growing demand in 
Austria's export markets, particularly in the Federal Republic of Germany. 
In this context, Austrian exports should grow by about 13.5 percent in 1984 
(real terms: 8.5 percent). The total export value will reach about AS 314.5 
billion. Because of current restrictive economic policies in Western 
Europe, however, it remains to be seen whether Austrian exporters will 
achieve this growth expectation. Moreover, exports to LDCs will be burdened 
by financing problems. 


IMPORTS - After an 0.6 percent decline in 1982, commodity imports in 1983 
grew about 5.1 percent (real terms: 6.2 percent) to a total of AS 349.4 
billion. About three quarters of this growth was due to the strong demand 
for consumer durables, stimulated by the announcement of higher value added 
tax rates in 1984, About 63 percent of all imports originated in the EC 
area, nearly 8 percent in EFTA countries, about 10 percent came from 
communist countries, and around 5 percent, mostly oil, came from OPEC 
members. Some 3.4 percent of Austrian imports came from the United States. 
The high demand for consumer goods in 1983 will almost certainly be followed 
by considerably reduced demand in 1984, Government measures to enhance 
revenues will reduce purchasing power and dampen consumer demand. However, 
rising machinery investments and a general economic upswing are expected to 
result in nominal import growth of 7.5 percent to AS 375.6 billion (real 
terms: 3.0 percent). 


CONSIDERABLY IMPROVED PAYMENTS POSITION 


Strong export growth and a slight decline in imports, together with a 
surplus in transit traffic, netted an overall trade deficit of AS 61.6 
billion in 1982, 21.2 percent lower than in 1981. Increased net receipts 
from tourism and a higher surplus from current transactions not classifiable 
to goods or services resulted in a current account surplus of AS 7.9 billion 
in 1982 after a deficit of AS 22.3 billion in 1981. This was the first 
surplus for more than ten years. A similar improvement was observed in the 
basic balance (i.e. the current account supplemented by long-term capital 
flows) - deficit of AS 7.2 billion in 1981 declined to AS 2.4 billion in 
1982, However, a sharp deterioration to a deficit of AS 24.7 billion in the 
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basic balance was recorded in 1983. Despite a surplus in transit traffic, 
stronger growth in imports than for exports increased the overall trade 
deficit by 11.9 percent to AS 68.5 billion in 1983, In addition, lower 
tourism revenues and higher expenditures by Austrians travelling abroad 
resulted in a reduced services surplus, so that the current account revealed 
a small deficit of AS 1.3 billion in 1983 - a deterioration of AS 9,2 
billion from 1982, 


A more favorable scenario is expected for 1984, with exports growing at a 
faster rate than imports, so that the trade deficit should decline about 16 
percent to about AS 57.4 billion. Receipts from tourism as well as from 
other services are expected to increase again, so that a current account 
surplus of AS 16.9 billion is foreseen for 1984, 


CONSUMPTION UP, BUT DOWNTURN EXPECTED 


Total domestic demand grew 2.5 percent in real terms in 1983 after a decline 
of 0.3 percent in 1982, With private consumption in 1984 expected to 
stagnate if not decline, total demand should rise only about 0.5 percent due 
to a modest impetus from the public sector and growing investments. 


After a modest 1.1 percent growth in 1982, real private consumption grew 4.4 
percent in 1983, Lower inflation, improved real incomes, pent-up demand, 
and the prospect of a higher value added tax in 1984 stimulated sales of 
consumer durables, particularly passenger cars. These trends cannot be 
expected to continue in 1984, .Total private consumption at best is likely 
to stagnate or - even more realilstic - to decline slightly due to the high 
level of consumption in 1983 and declining real disposable personal income 


in 1984, A decline in 1984 would primarily affect consumer durables, while 
the demand for non-durables and services should increase marginally. Public 
consumption grew two percent in real terms in 1983 and should continue 
increasing at this rate in 1984, 


INVESTMENTS - After a decline in 1981, total plant and equipment 
investments fell again in real terms by 5.4 percent in 1982 (machinery: 
minus 4.4 percent; construction: minus 5.9 percent). Original expectations 
for a two percent growth in 1983 failed to materialize; according to 
preliminary data total real investments fell by another 1.6 percent in 1983, 
reflecting lower outlays for machinery (down 3.0 percent) and construction 
(down 0.5 percent). Growth of about 3.5 percent is expected for 1984, The 
growth will equally reflect both machinery investments as well as 
construction. However, this slight recovery will not suffice to regain the 
1981 level. Whereas total investments declined by 5.4 percent in 1982 and 
by 2.0 percent in 1983, industrial investments dropped much stronger - 16,0 
percent and 7.0 percent, respectively. This development reflected the still 
hesitant economic upturn with low capacity utilization in industry, due 
partly to continued high real interest rates and gloomy sales expectations. 
There are few plans for capacity expanding investments. However, the low 
level of investments in industry during the past two years - insufficient to 





cover equipment replacement requirements - will result in slight growth of 
industrial investments in 1984, Continued emphasis will be placed on energy 
saving, rationalization, and restructuring efforts. A number of the 
economic measures of the Government effective in 1984 will contribute to a 
more favorable investment climate. These measures comprise: incentives for 
venture capital to invest in innovative production; annual reductions in the 
capital tax on businesses with complete abolition in 1986; increased amount 
deductable from business profits tax; and a ten-percent reduction in the tax 
on business property. 


INDUSTRIAL OUTLOOK IMPROVING DESPITE DIFFICULTIES 


PRODUCTION - After a decline of 1.2 percent in 1981, industrial production 
declined again by 0.9 percent in real terms in 1982. The overall decline 
was a result of production shortfalls in mining, primary products, and in 
the capital goods sectors, while output of energy and consumer goods rose 
slightly. Production continued declining during the first half of 1983, 
until a recovery trend began in June which brought overall 1983 production 
to surpass the 1982 level modestly. Real growth of about four percent is 
expected for 1984, 


ORDERS - The growth of industrial output expected for 1984 is justified by 
an exceptionally strong inflow of orders, particularly for exports, from 
December 1983 through March 1984, A January 1984 poll of industrial 
managers revealed already positive trends: only 30 percent of the firms 
questioned considered their order backlogs unsatisfactory compared to 40 
percent three months earlier; a majority of 65 percent foresaw stable, 21 
percent increasing output. 


PROBLEM AREAS - The difficult industrial situation in Austria was reflected 
by the 4.1 percent reduction in industrial employment in 1982, which 
declined about 4.1 percent further in 1983 to an annual average of 565,000, 
Although the international steel crisis was a major contributing factor to 
this development, other industry branches were affected as well (e.g. 
clothing, textiles, quarrying, and chemical industries). The economic and 
sociopolitical impact of the steel crisis was particularly evident in the 
provinces of Styria and Lower Austria, where several of the nation's iron 
and steel producers and fabricators, all appendages of the state-owned 
VOEST-Alpine concern, are located. The Federal Government is seeking to 
minimize the employment reductive impact of restructuring programs in the 
domestic steel industry - considerable excess capacity is being shut down. 
In November 1983, Parliament approved an AS 16 billion contribution to 
nationalized industry (mainly steel) for capitalization, compensation of 
incurred losses, and to aid restructuring programs. Whereas the outlook for 
steel remains depressed, other industries seem to have begun a more 
favorable development by summer 1983, The structure of industrial 
manufactures exports during the last few years has been shifting towards 
more sophisticated products. The new Government will probably have to pay 
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increasing attention to industrial structural problems in key sectors over 
the near term. 


INFLATION EXPECTED TO RESURGE 


Inflation, as measured by the consumer price index (CPI), fell from a rate 
of 6.8 percent in 1981 to 5.4 percent in 1982 and down to 3.3 percent in 
1983, The decelerating rate of inflation was mainly due to declining prices 
for imported energy and raw materials, reinforced by the strength of the 
Austrian Schilling and falling inflation rates elsewhere. A further decline 
could have been expected for 1984 had it not been for the Government's 
fiscal package, particularly the increase in value added tax rates which 
should add one and a half points to the inflation rate now expected to 
exceed five percent in 1984, 


MODERATE WAGE INCREASES IN THE FACE OF RISING UNEMPLOYEMNT 


A relatively low inflation rate, coupled with the Government's priority 

commitment to maintain employment, contribute to the generally harmonious 
and mutually respectful labor/management relations, Strikes are uncommon 
and the time lost per worker to labor disturbances is measured in seconds. 


WAGES - Labor followed a moderate course in the 1982 collective bargaining 
rounds to protect jobs. The spring wage round provided for increases of 
between five and six percent in actual wages, whereas the fall round's pay 
hike - in view of the falling inflation rate - resulted in increases of 
actual wages of approximately 4.4 percent. The minimum wage index in 1982 
was 7.2 percent above 1981. In 1983, minimum wages increased about 5.1 
percent only, but increases of actual wages were even lower in view of 
rising unemployment. Due to higher transfer payments and lower deductions 
from gross pay following the second phase of a wage tax adjustment (decided 
upon in 1981), total disposable personal income, determining the level of 
private consumption, increased 5.1 percent in 1983 - above the inflation 
rate at 3.3 percent. Wage agreements at the end of 1983 settled on 
increases of about 3.5 percent but may be higher in spring of 1984 because 
of the expected acceleration of inflation. With hikes of only 3.5 - 4,0 
percent, disposable personal income in 1984 is expected to increase less 
than the inflation rate, likely to exceed five percent. 


EMPLOYMENT - The total number of employed persons, including 156,000 foreign 
workers, averaged 2,766,000 in 1982, down 1.2 percent from 1981. Although 
the 3.7 percent average unemployment rate in 1982 was low by international 
comparisons, it was difficult for the Austrians accustomed to considerably 
lower jobless rates (1981: 2,4 percent, 1980: 1.9 percent). The labor 
market difficulties which began in 1981 and continued in 1983 are likely to 
extend into 1984 and beyond. Total employment averaged 2,735,000 in 1983 
and is expected to remain at that level in 1984, bringing the unemployment 
rate to an average of 4.5 percent and 4.9 percent, respectively. The labor 
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market deterioration has facilitated the Government's restrictive policy 
with regard to foreign workers, whose number declined by about 11,000 in 
1983 - further reduction of about 7,000 is anticipated for 1984, 


Industrial employment has been declining and the services sector is no 
longer absorbing redundant industrial employees. Unemployment has been 
aggravated by an unfavorable demographic trend but the labor force should 
stabilize in 1985. Moreover, government stimulation programs, mainly public 
works projects and financial support for the nationalized industries, have 
aimed at sustaining employment levels. A new law will extend annual minimum 
leave from four to five weeks for employees with up to 25 years of service, 
and from five to six weeks for those with more than 25 years. The law is to 


be implemented in three equal stages with the first stage being a two-day 
increase in 1984, 


In view of the new Government's measures to curb the rising government debt, 
there is little short-term expectation of faster economic growth, and labor 
market problems are expected to persist for some time. The Social Affairs 
Minister, therefore, has initiated a discussion about reducing the work week 
in Austria, Ideologically oriented reformers have demanded a 35-hour work 
week without an equal reduction in wages. Some moderate unionists are also 
demanding a 35-hour work week for specific industrial sectors where ailing 
companies cannot afford to pay employees for a 40-hour week, but they showed 
a preparedness to accept a pay reduction for a reduced work week. Concerned 
about cost competitiveness, however, Austrian trade unionists are generally 
prepared to wait until work week reductions are introduced internationally. 


EXPANSIVE MONETARY POLICY; THE SCHILLING REMAINS HARD 


The Austrian National Bank (ANB) does not set monetary targets. The ANB 
adjusts interests rates in relation to domestic monetary needs and in 
pursuit of a hard currency policy, keeping the schilling stable relative to 
the German mark in view of the Federal Republic's importance as a trading 
partner. (In 1983, West Germany accounted for almost 42 percent of Austrian 
imports, 31 percent of Austrian exports, and 71 percent of Austria's 
tourists.) This policy is aimed at dampening external inflationary pressure 


and avoiding capital outflows by maintaining international confidence in the 
schilling. 


The ANB loosened its restrictive monetary policy, in light of the 
considerable current account improvement and declining interest rates during 
1982, The ANB also pursued an expansive monetary policy in 1983 with M-1 as 
well as the expanded monetary base showing strong growth. The savings 
propensity was weak due to declining interest rates and a high level of 
private consumption in anticipation of higher VAT rates and a tax on 
interest income in 1984, Although the Government resorted to considerable 
new borrowing to cover the budget deficit, there was no crowding-out effect 
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because of weak credit demand by consumers and industry, so that commercial 
banks faced no liquidity shortage. In September 1983, the ANB followed the 
Federal Republic of Germany and increased the lombard rate by half a point 
to 4.75 percent, while the rediscount rate remained unchanged at 3,75 
percent. Effective March 14, 1984, the ANB raised the rediscount rate to 
4,25 percent and the lombard rate to 5.5 percent. The interest rate 
increase was necessary to adapt Austrian rates to relevant levels abroad, 
particularly in the Federal Republic of Germany, to stem a massive export of 
capital. This step was also intended to show the ANB's commitment to defend 
the hard schilling policy. 


Although the ANB is expected to follow an expansive monetary policy in 1984, 
the growth of monetary aggregates will certainly be more moderate than in 
most of 1983, The nominal trade weighted value of the schilling increased 
more than four percent in 1983. Due to the introduction of the tax on 
earned interest effective 1984, monetary development during early 1984 is 
uncertain. Weaker capital formation in 1984 could exert upward pressure on 
interest rates, particularly if credit demand grows. 


MOUNTING BUDGET PROBLEMS, STABILIZATION SOUGHT IN 1984 


The Government, facing increasing economic difficulties in 1982, gave 
priority to sustaining employment over balancing the budget. Accordingly, 
the net deficit, (i.e., excluding debt redemptions) jumped to AS 46.6 
billion (4.1 percent of GDP), some 47 percent above the AS 31.6 billion 
budgeted (2.8 percent of GDP), and caused the national debt to expand by 
15.7 percent to AS 341.6 billion. Despite this development, but facing 
parliamentary elections in April 1983, the Government did not cut 
expenditures or raise taxes and presented a 1983 budget with a projected net 
deficit of AS 48.4 billion (3.9 percent of GDP). 


However, it became evident that the 1983 budget was based on over-optimistic 
assumptions regarding the course of the economy. As a result of revenue 
shortfalls and higher than budgeted expenditures, the 1983 net deficit 
exploded by about 36 percent to AS 65,6 billion or 5.4 percent of the GDP, 


pushing the government debt to AS 416.2 billion (of which the foreign debt 
reached AS 125.6 billion). 


The new coalition Government is pursuing its high employment objectives 
within the constraints set by the growth of the federal debt and budgetary 
considerations. In the 1984 budget, the Government tries to limit the net 
deficit, the amount by which the federal debt will increase, to AS 62.1 
billion (4.9 percent of GDP). Since the 1984 budget was based on much more 
realistic assumptions concerning economic developments than that of 1983, 
chances are that it will be executed as proposed. In this case it would 
increase the federal debt by 15.0 percent to a total of AS 476.2 billion, of 
which AS 135.4 billion is being financed abroad. The various measures to 
stabilize the 1984 budget are viewed only as a modest first step which must 
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be followed by more severe expenditure cuts, with the major deficit sources 
(e.g., federal railroads, social insurance institutions) requiring solutions. 


AGRICULTURE 


Austria's 1983 crop output was highly satisfactory, although below the 1982 
record volume, and a large amount of surplus grain (excluding corn) has to 
be exported. Contracts for all planned exports have been signed with East 
European customers. Production of apples and pears was considerably lower 
than the previous year, requiring imports of these fruits during the first 
half of 1984, Milk supplies increased further by an estimated three 
percent, creating heavy pressure for exports of dairy products. Increased 
export efforts are also necessary in the meat sector due to high current 
production in the face of declining domestic consumption. 


POLITICAL STABILITY, BUT SOCIAL PARTNERSHIP UNDER STRESS 

Slowing economic activity and rising unemployment were central issues in the 
political campaign preceeding the national election in April 1983, ending a 
13-year period of one-party Socialist Governments. When neither of the two 
major political groups - Socialist Party and People's Party - was able to 
achieve an absolute majority in Parliament, the Socialists formed a 
coalition Government with Austria's third party in Parliament, the small 
Freedom Party. The Freedom party is engaged in an internal, ideological 
debate and has suffered losses in provincial elections, to the benfit of the 
opposition People's Party. However, the coalition Government should survive 
the full four-year legislation period, particularly with the ongoing gradual 
economic improvement. In the unlikely event of an early change in power, 
political stability in Austria seems assured, since the major parties have 


rather identical economic objectives with slightly different aproaches to 
achieve these goals, 


An on-going dialogue on national issues and policies between labor, 
commercial, and agricultural interests (the “Social Partnership”) has in the 
past effectively reconciled diverging interests to maintain domestic 
stability. The deteriorating economic climate has brought this system under 
pressure and individuals (chiefly of the younger leadership generation) 
question whether this post-World War II institution has not outlived its 
usefulness, For one thing, the Freedom Party is underrepresented in Social 
Partnership panels and decisions which are dominated by the two major 
parties, The Freedom Party seeks an equivalent voice in Social Partnership 
decisions, which the People's Party opposes. If the Freedom Party is 
excluded, more decisions may be displaced to Parliament and the Social 
Partnership may become ineffective. Retirement of the old leaders of the 
Social Partnership over the next four years may cause these issues to 
surface in a more difficult political climate, though the Austrian 
preference to avoid conflicts is expected to maintain stability. 
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PART B_ —- IMPLICATIONS FOR THE UNITED STATES 
UNITED STATES TRADE SURPLUS DECLINING 


The steady appreciation of the dollar relative to the schilling contributed 
to reduced import demand for U.S. goods in 1982. Whereas the schilling 
value of imports from the United States increased 28,1 percent in 1981 
(total imports rose only 5.9 percent), they declined 8.6 percent in 1982 
while total Austrian imports fell only 0.6 percent, The U.S. share of total 
Austrian imports declined from 4,1 percent in 1981 to 3.8 percent in 1982; 
relative to Austrian non-oil imports, the U.S. share declined from 4,7 
percent to 4.2 percent. The decrease in the U.S. market share in 1982 was 
largely due to lower deliveries of passenger cars, non-electrical machinery, 
metallic ores, man-made fibres, and the absence of significant aircraft 
purchases. On the other hand, markets for office machines, electrical 
machinery, pharmaceuticals, and medical instruments grew. Similar 
developments were observed in 1983, when the U.S. market share declined 


further to about 3.4 percent. Imports from the United States reached $652 
million in 1983, 


The dollar's strength helped bolster Austrian exports to the United States 
in 1982, totalling $460 million (rising to 2.9 percent of total Austrian 
exports after 2,6 percent in 1981). Thus, the bilateral trade surplus in 
favor of the U.S. declined to $272 million in 1982 (a drop of 35 percent 
from 1981 when measured in schillings). Because of rather stable Austrian 
exports to the United States in 1983 and continued decline in imports from 
the United States, the 1983 bilateral trade surplus fell further to $195 
million. However, the U.S. market share in Austrian imports and the 
bilateral trade surplus should increase again when Austrian Airlines takes 


delivery of new civilian passenger aircraft from the United States in late 
1984, 


PROSPECTS FOR U.S. EXPORTERS 


Exports to Austria will be affected by the exchange rate of the dollar, 
which may place U.S. exports at a price disadvantage if the dollar rate 
remains strong against the schilling. Intense marketing efforts by U.S. 
exporters, however, should enable them to maintain their market share, 
Export efforts in the years to come should concentrate on product categories 
unavailable from domestic sources which are needed by industrial investors, 
health care institutions, and power generating companies. Products falling 
into these categories are also particularly well-suited to promotion because 
they are subject to zero or minimal import duties, free from import 
restrictions, and are less demand sensitive to price developments stemming 
from exchange rate fluctuations, Moreover, U.S. exporters offering 
sophisticated and technologically advanced products (e.g. office machines, 
medical and laboratory instruments) will find a growing market due in part 
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to Austrian restructuring efforts to boost productivity and reduce operating 
costs. Electronic data processing equipment operated in Austria to a high 
degree is technologically outdated and offers a potentially good market for 
replacement. However, in view of booming sales of consumer durables in 1983 
and higher value added tax rates as of 1984, marketing of consumer durables 
may be difficult in 1984, Although Austria has not budgeted funds for 
buying interceptor aircraft to replace its aging air force, the new Minister 
of Defense has emphasized the need for early action in this regard and 
recently mentioned the possibility of buying used aircraft. For U.S. 
agricultural products, export prospects are in the fields of soybean meal, 
fruits (mainly summer oranges, kiwis, dried and canned fruit), and rice. 


MAJOR PRODUCTS - The American Embassy in Vienna has identified four product 
lines which are believed to have particularly strong incremental sales 
potential in Austria in the short-to-medium term: computers and peripheral 
equipment (particularly small office computers, personal computers, 
microcomputers and process control equipment for industrial use, as well as 
computer-aided typesetting), electronic components, medical equipment 
(including disposables), and analytical and scientific instruments, Also, 
those branches in Austrian industry utilizing coal have a continued interest 
in receiving price-competitive offers to diversify purchases and reduce 


their dependence on traditional suppliers, most of which are located in East 
Bloc countries. 


The American Embassy's trade promotion activities (catalog exhibits, group 
exhibits, and business information offices) will focus on computers, 


software, computer controlled machine tools, and electronic automotive test 
equipment. 


MAJOR PROJECTS 


The American Embassy in Vienna regularly reports on major trade and 
investment opportunities in Austria. Competition for these projects is 
keen, especially from EC and EFTA countries whose industrial exports 
generally enter the Austrian market duty-free. American companies desiring 
to bid on such projects should emphasize the technical merits of their 
products since these may outweigh price considerations. In addition, they 
should be aware of the possible need to provide “offset” arrangements such 
as local assembly, the purchase of locally manufactured components, or the 
outright purchase of Austrian goods for sale in the United States or in 
third countries. At least one member of the American firm's negotiating 
team should be fluent in technical German. 


ATTRACTIVE ENVIRONMENT FOR INVESTORS 


Austria offers economic and political stability, a stable currency, skilled 
labor, nearly absolute labor peace, and moderate wage costs compared to 
other highly industrialized countries. The Austrian Government generally 
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welcomes productive foreign investment. viewing it as an adjunct to 
its employment and industrial restructuring policies. Foreign 
direct investment is subject to the same legal provisions as is 
domestic investment activity. Austria accords national treatment to 
foreign firms and there are no performance requirements. 
trade-related or otherwise. imposed on foreign investments in 
Austria. Foreign as well as_ local investors are offered a wide 
range of assistance and incentives at all levels. ranging from 
indirect tax incentives to direct investment grants. For example. 
as of January 1. 1984 a 40 percent bonus on machinery and equipment 
investments will be granted to investors in certain preferred areas. 
i.e... areas with structural, unemployment. or other economic 
problems. Foreign investors are not subject to a screening 

process. However. to qualify for government assistance. the 
beneficiary company is expected to render a quid pro quo. such as a 
commitment to create a certain number of jobs. 


Austrian industry. regardless of whether private or state-owned, is 
actively seeking joint ventures with U.S. firms. For that purpose, 
the Industrial Cooperation and Development Company (ICD Austria). 
majority held by the Austrian Federal Government. was established to 
seek foreign investors and assist them in the planning and 
implementation of industrial projects in Austria. ICD provides 
information on plant sites. financial promotion, availability of 
skilled labor, etc. Services rendered by ICD are strongly supported 
by the Federal Government and provincial authorities. ICD Austria 
can be contacted at its U.S. office at the Chrysler Building. 

405 Lexington Avenue. New York, N.Y. 10174: Phone: (212) 370-0717: 
Telex: 421018 ICD AUST. Austria is especially eager to encourage 
the following industries: electronic components, engineering and 
and scientific instruments and controls. specialized machinery 
including robotics, telecommunications and office equipment. 
software and consumer electronics, health care instruments and 
apparatus. and biochemicals. Special attention is also given to 
research oriented investors. More details on Austria’s investment 
environment may be found in “Climate for Foreign Investment in 
Austria”, a report prepared by the Embassy in Vienna and available 
from the Office of Investment Affairs. Room 2533A. Bureau of 
Economic and Business Affairs. U.S. Department of State. Washington. 
D.C. 20250. Telephone (202) 632-1128. 


PORTFOLIO INVESTMENTS 


In order to avoid the 7.5 percent withholding tax on interest income 
effective January 1. 1984, portfolio investments of individuals and 
firms should concentrate on those investments not subject to the tax. 
These are: foreign currency deposits and other claims denominated in 
foreign currencies against Austrian banks: bonds of domestic 
Austrian borrowers denominated in foreign currencies; Austrian 
schilling bonds of foreign borrowers; Austrian schilling bonds of 
Austrian borrowers issued before January 1, 1984: deposits and other 
claims held with foreign branches of Austrian banks: convertible 
bonds and income bonds: shares in equity participation funds: 
investment certificates: and corporate shares. Of interest for 
banks only is the exclusion of claims of foreign banks (e.g. foreign 
interbank deposits) from the tax. 
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GOVERNMENT SERVICES FOR U.S. EXPORTERS 


There are a number of opportunities in Austria for promoting American 
products at fairs and exhibitions. These events are published annually in 
the January issue of Business America. The U.S. Government offers a variety 
of services to exporters and investors interested in the Austrian market. 
Detailed information on these services can be obtained from the Austrian 
Desk, Office of Country Marketing, ITA/IEP, Room 3049, U.S. Department of 
Commerce, Washington D.C, 20230, telephone (202) 377-2897, 


The Embassy in Vienna regularly reports on Austrian Government and public 
tenders valued in excess of SDR 150,000 (about $160,500). Notification and 
delivery of specific bid announcements to American firms is the 
responsibilty of the Trade Opportunity Program of the U.S. Department of 


Commerce, Room 2014, International Trade Administration, Washington, D.C. 
20230, telephone (202) 377-2665. 


% U.S. GOVERNMENT PRINTING OFFICE: 1984- 421-007 :626 











